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SGR: DATA, MEASURES AND MODELS; BUILD-
ING A FUTURE MEDICARE PHYSICIAN PAY-
MENT SYSTEM

THURSDAY, FEBRUARY 14, 2013

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HEALTH,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 10:18 a.m., in Room
2123 of the Rayburn House Office Building, Hon. Joe Pitts (chair-
man of the subcommittee) presiding.

Members present: Representatives Pitts, Burgess, Hall, Shimkus,
Murphy, Gingrey, Lance, Cassidy, Guthrie, Griffith, Bilirakis,
Ellmers, Upton (ex officio), Pallone, Dingell, Engel, Capps, Green,
Barrow, Christensen, Castor, Sarbanes, and Waxman (ex officio).

Staff present: Clay Alspach, Chief Counsel, Health; Matt Bravo,
Professional Staff Member; Steve Ferrara, Health Fellow; Julie
Goon, Health Policy Advisor; Debbee Hancock, Press Secretary;
Robert Horne, Professional Staff Member, Health; Carly
McWilliams, Legislative Clerk; John O’Shea, Senior Policy Advisor,
Health; Andrew Powaleny, Deputy Press Secretary; Chris Sarley,
Policy Coordinator, Environment and Economy; Heidi Stirrup,
Health Policy Coordinator; Alli Corr, Democratic Policy Analyst;
Amy Hall, Democratic Senior Professional Staff Member; Elizabeth
Letter, Democratic Assistant Press Secretary; and Karen Nelson,
Democratic Deputy Committee Staff Director for Health.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

Mr. PiTTs. The subcommittee will come to order. The chair recog-
nizes himself for 5 minutes for an opening statement.

The background and details of the topic of today’s hearing are
well known to physicians, to this subcommittee, and to most health
policy analysts. The Sustainable Growth Rate, or SGR payment
system, originated with the Balanced Budget Act of 1997. At that
time, the intent of the of SGR physician payment system, placing
controls on Medicare spending through global spending targets and
fee cuts if the targets were exceeded, seemed like a reasonable
thing to do. However, within a short time, it became apparent that
this policy was flawed.

This subcommittee has had previous hearings that have ad-
dressed the shortcomings of SGR, including the repeated threats to
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patient access to care, and provider income, and the mounting costs
of Congressional actions to override the scheduled fee cuts. Con-
gress has acted to override these statutory cuts on at least 15 occa-
sions, and the cost of these overrides has been staggering. The
most recent 1-year extension override comes at a price of $25.2 bil-
lion.

Furthermore, all the money spent on avoiding cuts to physician
fees has not gotten us any closer to a payment policy that will re-
imburse physicians for the value rather than the volume of serv-
ices, will pay physicians and other providers fairly, and ensure ac-
cess to high quality health care for all Medicare beneficiaries.

Today’s hearing is an attempt to move us closer to that goal. This
hearing will focus on three themes: data, measures and models. In
thinking about the proper payment policy, there seems to be fairly
widespread agreement that certain elements are needed to build
that system.

First of all, physicians, payers, and other stakeholders need ac-
cess to reliable data that can be used to improve the value of
health care. Appropriate measures also need to be developed on an
ongoing basis to continually assess progress in improving the sys-
tem. In addition, as new and better payment and care delivery
models are developed, they should be incorporated into the Medi-
care program.

The witnesses that are here today are well equipped to address
these areas. I would like to express my thanks to today’s witnesses
who have taken time out of their busy schedules to share their ex-
pertise with the subcommittee on this difficult problem which has
confronted the Medicare system for more than a decade.

[The prepared statement of Mr. Pitts follows:]

PREPARED STATEMENT OF HON. JOSEPH R. P1TTS

The background and details of the topic of today’s hearing are well-known to phy-
sicians, to this Subcommittee, and to most health policy analysts.

The Sustainable Growth Rate, or SGR payment system, originated with the Bal-
anced Budget Act of 1997. At the time, the intent of the of SGR physician payment
system, placing controls on Medicare spending through global spending targets and
fee cuts if the targets were exceeded, seemed like a reasonable thing to do. However,
within a short time, it became apparent that this policy was flawed.

This Subcommittee has had previous hearings that have addressed the short-
comings of SGR, including the repeated threats to patient access to care and pro-
vider income, and the mounting costs of Congressional actions to override the sched-
uled fee cuts.

Congress has acted to override these statutory cuts on at least 15 occasions and
the cost of these overrides has been staggering. The most recent one year override
comes at a price of $25.2 billion.

Furthermore, all the money spent on avoiding cuts to physicians fees has not got-
ten us any closer to a payment policy that will reimburse physicians for the value
rather than the volume of services, will pay physicians and other providers fairly,
and ensure access to high quality health care for all Medicare beneficiaries.

Today’s hearing is an attempt to move us closer to that goal.

This hearing will focus on three themes: data, measures and models.

In thinking about the proper payment policy, there seems to be fairly widespread
agreement that certain elements are needed to build that system.

First of all, physicians, payers and other stakeholders need access to reliable data
that can be used to improve the value of health care.

Appropriate measures also need to be developed on an ongoing basis to contin-
ually assess progress in improving the system.

In addition, as new and better payment and care delivery models are developed,
they should be incorporated into the Medicare program.
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The witnesses that are here today are well equipped to address these areas.

I would like to express my thanks to today’s witnesses who have taken time out
of their busy schedules to share their expertise with the Subcommittee on this dif-
ficult problem which has confronted the Medicare system for more than a decade.

Mr. PrrTs. Now I would like to recognize the ranking member of
the Subcommittee on Health, Mr. Pallone, for 5 minutes for an
opening statement.

OPENING STATEMENT OF HON. FRANK PALLONE JR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. Thank you, Chairman Pitts. I want to commend
you for holding today’s hearing. As our first Health Subcommittee
of the 113th Congress, I think it sends a strong message that fixing
the Sustainable Growth Rate system is our top priority, and I know
it is certainly my top priority.

So let me just note that I was very encouraged by Chairman
Upton’s remarks yesterday, that it is his goal to put a bill on the
House Floor before the August recess. I stand ready to work with
you both to meet that goal, and it is my hope that this will be a
bipartisan process. But I would be remiss if I didn’t express my dis-
appointment to see the release of a Republican framework by the
committee and its Ways and Means counterpart. Truthfully, since
I understand that there was a commitment to working with us on
a bipartisan basis, putting out a Republican-only framework is
somewhat perplexing. With little detail, I will refrain from com-
menting on its substance, so I just ask that moving forward, any
future products will include the input of the Democratic members
of the committee.

Now, we are here again facing yet another year of uncertainty
in Medicare for physicians and beneficiaries. Clearly, we can all
agree that the SGR is fundamentally flawed and it is creating in-
stability in the program. While the formula represented an attempt
to minimize unnecessary growth in volume of services, it has not
only failed to do that, but also fails to reward providers for im-
proved quality and outcomes. As a result, Congress has spent more
than a decade overriding arbitrary cuts to physician payments gen-
erated by this formula with little to show for that other than an
ever-growing budgetary hole. At a time when it is often difficult to
find bipartisan consensus, this is one area where people on the left
and the right of the political spectrum have come to agreement,
and that is that the SGR formula must be repealed and replaced.

But the question that has vexed those us in Congress is how best
to accomplish that replacement. While no one proposal is likely to
hold a perfect solution, I believe there are a number of elements
we should seek to incorporate into a new payment model including
building on the reforms that are already underway in Medicare
through the Affordable Care Act.

First, we have to reward quality. Providers who contribute to im-
proved health care outcomes and better quality deserve recognition.
Second, we must also reward efficiency, delivering the right care at
the right time in the right setting. Third, we must reward collabo-
ration and a patient-centered approach. Too often, Medicare is frag-
mented and a complete view of the patient is missing. We need to
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ensure providers have incentives to work together and share infor-
mation.

Now, today’s hearing will delve into these issues by exploring
how quality is measured, what data is needed and what models
will deliver the best results. These components must be resolved in
order to finally replace the SGR. And so I welcome our witnesses
here to bring their perspectives to help our members evaluate these
essential issues.

I also wanted to say, Mr. Chairman, I don’t know how many
newer members we have today but I do think my feeling is that
the newer members of the committee on both sides of the aisle
have a lot to offer with regard to the SGR and looking towards the
future, and so I hope that we will get a lot of our newer members
involved in whatever final outcome we come up with, because I do
think they have a lot to offer.

I want to close with a fact that I think can’t be ignored, and that
is that SGR repeal is too expensive to pay for with Medicare cuts
alone, especially when Medicare cuts are being considered to re-
duce the Nation’s debt. I have said to my colleagues including you,
Mr. Chairman, that I really worry that every time there need to
be some changes, you know, to meet the SGR goal or to deal with
other health care initiatives, it is also assumed that the cuts have
to be within the health care system, and whether it is Medicare or
Medicaid, we should not always look to provider cuts within the
health care system to pay for other provider cuts that have been
out there. I know we are all delighted to see that the cost of repeal-
ing the SGR is lower than it has been in years, but we are not
fools. A hundred and eighty-three billion dollars is still a lot of
money, and we simply can’t find that amount of savings from Medi-
care alone, and that is why I have insisted from the beginning that
we not only consider savings from within the health care system,
I believe we can use another approach to write off the costs such
as an unpaid baseline adjustment or the OCO funds. The OCO
funds are something I have suggested in the past.

But in any case, the SGR is unsustainable, unreliable and unfair,
so the question remains, how do we fix it. I hope we can begin to
truly answer that question after today’s hearing so that we can
provide security and reliability for our seniors and our doctors
alike.

I yield back. Thank you, Mr. Chairman.

Mr. PirTs. The chair thanks the gentleman, and I join him in
welcoming all the new members to the subcommittee including on
our side Mr. Hall, Mr. Griffith, Ms. Ellmers and Mr. Bilirakis.

At this time the Chair recognizes the chairman of the full com-
mittee, Mr. Upton, for 5 minutes for an opening statement.

OPENING STATEMENT OF HON. FRED UPTON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. UpTON. Thank you, Mr. Chairman.

You know, by now we are all too familiar with how the current
SGR system has caused uncertainty among physicians and threat-
ened access to care for our Nation’s seniors. Unfortunately, this
issue was ignored in the Affordable Care Act, but continuing to ig-
nore it is no longer an option.
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Yesterday, I had the opportunity to address the AMA, and I em-
phasized our desire to work with physicians and the need for input
from the medical profession in order to arrive at a physician pay-
ment policy that will in fact achieve real reform. Real reform will
mean that doctors no longer have to wonder whether they will face
substantial fee cuts and that our Nation’s seniors will not have to
wonder whether they will be able to see their docs.

During the last Congress, the Energy and Commerce Committee
began a bipartisan effort to address the problem that has plagued
seniors and their physicians for more than a decade. In 2011, the
committee sent a bipartisan letter to more than 50 physician orga-
nizations, soliciting input on how to reform the Medicare physician
payment system. More than two dozen responded with a good num-
ber of valuable ideas.

This subcommittee then held hearings to address the issue, and
the committee has continued to engage with physicians and other
stakeholders to formulate a payment policy to solve this difficult
problem.

Last week, Ways and Means Chairman Dave Camp and I, along
with Subcommittee Chairmen Pitts and Brady, as well other com-
mittee members, announced the release of a proposal to finally
achieve long-term reform of the current SGR Medicare physician
payment system. This is a top priority. And as we move closer to
the goal, I am confident that we can make it a bipartisan effort.
Today’s hearing is another step in that way, and I would yield the
balance of my time to the vice chair and a very important player
as we have formulated the draft and pursue this issue, Dr. Burgess
from Texas.

[The prepared statement of Mr. Upton follows:]

PREPARED STATEMENT OF HON. FRED UPTON

By now, we are all too familiar with how the current Sustainable Growth Rate
system has caused uncertainty among physicians and threatened access to care for
our nation’s seniors.

Unfortunately, this issue was ignored in the Affordable Care Act, but continuing
to ignore it is no longer an option.

Yesterday, I had the opportunity to address the American Medical Association. I
emphasized our desire to work with physicians and the need for input from the
medical profession in order to arrive at a physician payment policy that will achieve
real reform.

Real reform will mean that doctors no longer have to wonder whether they will
face substantial fee cuts and that our nation’s seniors will not have to wonder
whether they will be able to see their doctors.

During the 112th Congress, the Energy and Commerce Committee began a bipar-
tisan effort to address this problem that has plagued seniors and their physicians
for more than a decade.

In 2011, the Committee sent a bipartisan letter to more than 50 physician organi-
zations and others, soliciting input on how to reform the Medicare physician pay-
ment system. More than 30 groups responded to our letter with a number of valu-
able ideas.

The Health Subcommittee then held hearings to address this issue, and the com-
mittee has continued to engage with physicians and other stakeholders to formulate
a payment policy to solve this difficult problem.

Last week, Ways and Means Chairman Camp and I, along with Subcommittee
Chairmen Pitts and Brady, as well other committee members, announced the re-
lease of a proposal to finally achieve long-term reform of the current SGR Medicare
physician payment system. This is a top priority. As we move closer to this goal,
I am confident that we can make this a bipartisan effort. Today’s hearing is another
step in that process.
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I would like to thank the witnesses for volunteering both their time and expertise
today and for helping us as we move toward a solution to this problem.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BUrGESs. Well, I thank the chairman for the recognition,
and we all know that this Sustainable Growth Rate formula, it is
an issue whose time has come and should have gone long ago. It
is unrealistic assumptions of spending and efficiency. It has cer-
tainly plagued this committee, but really, the important thing is,
it has been a problem for doctors and it has been a real problem
f01(r1 beneficiaries at a time when beneficiaries are growing at 10,000
a day.

It has already been mentioned about the follow-up where our two
committees share jurisdiction. The framework does build off the
work done over the past year and a half by the chairman of the
subcommittee and his staff and has involved collaboration from
doctors and patient groups all over the country. It should be noted,
it is not for discriminating between physicians and other providers.
It does not seek to benefit one form of medical practice over an-
other. The framework realizes, there are always going to be areas
where providers choose or need to practice in a fee-for-service for
model. It doesn’t mean there are not better ways to revamp fee-for-
service but it does mean the fee-for-service may continue to exist.

Our goal cannot be flexibility in practice models if we do not
have the ability to quickly evaluate innovative practice environ-
ments, and if appropriate, build them into future options. Innova-
tion for the future is critical and every encouraging the reevalua-
tion of adoption of models that adapt to changes in best practices
and clinical guidelines and the technology.

I will submit the balance of my remarks for the record and yield
the time to Dr. Gingrey.

Mr. GINGREY. I thank Mr. Burgess for yielding.

Mr. Chairman, I am encouraged that Chairman Upton has sig-
naled the SGR repeal and replacement will be a chief concern for
the Energy and Commerce Committee this year. I am excited to be
here today as it is hopefully the conclusion of a large fact-finding
mission this subcommittee has undertaken over these few years.
We began with hearings to address the need for action, then to un-
derstand past attempts to reform, and now we are finally here
today to seek how to use data and other measures to modernize
and improve the Medicare payment system as a last step before
legislative action.

As a doctor and as co-chairman of the GOP Doctors Caucus, I un-
derstand the necessity of these changes, and I look forward to see-
ing the job of reform completed this year, and certainly, Mr. Chair-
man, thank you for calling this hearing, and I yield the balance of
this time to the gentleman from Louisiana, Dr. Cassidy.

Mr. CassiDy. Thank you, Mr. Gingrey.

The 113th Congress has a tremendous opportunity and obligation
to finally eliminate the SGR payment regime, but I would say as
we discuss and contemplate new and innovative payment models,
we have to keep in mind that the typical Washington solution in-
volves very large bureaucracies, either public or private. That said,
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as a practicing physician, I know many of my colleagues are reluc-
tant to give up their smaller practice, and if we are going to
achieve a quicker reform, we must keep that in mind if for no other
reason than that is reportedly a major cause of physician burnout
and early retirement. So my office is working on a proposal that
would allow these physicians to continue to participate in their pri-
vate practice but to have gain-sharing relationships, participate in
those innovative reforms while retaining the independent nature of
their current practice, and I would look forward to the Democratic
side participating in this discussion as well because I do think that
is a bipartisan concern.

I look forward to the panel’s testimony and discussion, and I
yield back. Thank you.

Mr. Prrrs. The Chair thanks the gentleman. At this time the
Chair recognizes the ranking member of the full committee, Mr.
Waxman, for 5 minutes for an opening statement.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WAXMAN. Thank you, Mr. Chairman. I guess that is called
good timing. I was present at another subcommittee hearing up-
stairs and I wanted to get down here as soon as I could. I want
to thank you for holding this hearing.

Today’s discussion will focus on some of the critical questions we
must address in redesigning Medicare’s physician payment system.
There is no question about it: Medicare is vital to the health of sen-
iors in our country, and physicians are a vital part of Medicare,
and a critical partner to helping us build a health care system that
provides better health care and improved health for all patients.
We know that the payment system can drive patient outcomes but,
unfortunately, right now it is not driving it in the direction of bet-
ter health and value.

It is clear from this hearing that there is a broad consensus on
the need to fix this problem, and even consensus on which direction
we need to move. The question is how to get there. The Affordable
Care Act provides the foundation for the right path forward.
Through its support for new delivery and payment models like ac-
countable care organizations, bundled payments, medical homes
and initiatives that boost primary care, it moves us in the direction
of improved quality, efficiency and value. Innovative delivery and
payment system models are also being developed and implemented
by physician groups, health systems, regional health improvement
collaboratives, and private payers, in some cases as private-public
partnerships. We will hear more about these in today’s hearing. We
have the opportunity to leverage payment reform in Medicare to
support these new delivery and payment models. We need to re-
spect and encourage local innovation, but ensure accountability for
improvement and prudent management.

Our challenge is to judiciously balance the many competing in-
terests in our health care system. I believe that we need to ap-
proach this discussion with physicians as our partners, but we also
need to ensure that other health care stakeholders, including bene-
ficiaries and non-physician providers, have input as well.
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It is no longer acceptable to accept the status quo. It is time for
us to work together and permanently repeal SGR and put in place
a truly sustainable system that aligns provider payments with
quality and ensures that all Americans have access to the best care
at lower cost.

I am pleased the chairman is moving forward with this hearing
early in this Congress, and I am hopeful that we can find common
ground on a solution for a problem that has been calling out for one
for a very long time. We shouldn’t have this SGR threat hanging
over us every year with the uncertainty it has meant to the physi-
cians in this country, not knowing whether Medicare is going to be
there for them, which has brought about many physicians leaving
the Medicare program completely, which is a disservice to the bene-
ficiaries of Medicare.

I thank you for the time allotted to me. I will be happy to yield
whatever period of time I have left to any other member that
wants me to yield. If not, I will yield back the time.

[The prepared statement of Mr. Waxman follows:]

PREPARED STATEMENT OF HON. HENRY A. WAXMAN

I would like to thank the Chairman for holding this hearing. Today’s discussion
will focus on some of the critical questions we must address in re-designing Medi-
care’s physician payment system.

There is no question about it, Medicare is vital to the health of seniors in our
country. And physicians are a vital part of Medicare, and a critical partner to help-
ing us build a health care system that provides better health care and improved
health for all patients. We know that the payment system can drive patient out-
comes but, unfortunately, right now it is not driving it in the direction of better
health and value.

It’s clear from this hearing that there is broad consensus on the need to fix this
problem, and even consensus on which direction we need to move. The question is
how to get there. The Affordable Care Act provides the foundation for the right path
forward. Through its support for new delivery and payment models like accountable
care organizations, bundled payments, medical homes, and initiatives that boost pri-
mary care, it moves us in the direction of improved quality, efficiency, and value.

Innovative delivery and payment system models are also being developed and im-
plemented by physician groups, health systems, regional health improvement
collaboratives, and private payers, in some cases as private-public partnerships. We
will hear more about these in today’s hearing. We have the opportunity to leverage
payment reform in Medicare to support these new delivery and payment models. We
need to respect and encourage local innovation, but ensure accountability for im-
provement and prudent management.

Our challenge is to judiciously balance the many competing interests in our health
care system. I believe that we need to approach this discussion with physicians as
our partners, but we also need to ensure that other health care stakeholders, includ-
ing beneficiaries and non-physician providers, have input as well.

It is no longer acceptable to accept the status quo. It is time for us to work to-
gether and permanently repeal SGR and put in place a truly sustainable system
that aligns provider payment with quality and ensures that all Americans have ac-
cess to the best care at lower cost.

I am glad to see the Chairman moving forward early in this Congress, and I am
hopeful that we can find common ground on a solution.

Mr. PrrTs. All right. The Chair thanks the gentleman.

We have two panels today. Our first panel will have just one wit-
ness, Mr. Glenn Hackbarth, chairman of the Medicare Payment
Advisory Commission. We are happy to have you with us today,
Mr. Hackbarth, and you are recognized for 5 minutes for an open-
ing statement at this time.
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STATEMENT OF GLENN M. HACKBARTH, J.D., CHAIRMAN,
MEDICARE PAYMENT ADVISORY COMMISSION

Mr. HACKBARTH. Chairman Upton, Ranking Member Waxman,
Subcommittee Chairman Pitts and Ranking Member Pallone, I ap-
preciate the opportunity to talk to you today about repeal of the
Sustainable Growth Rate system for physicians.

MedPAC, which I chair, first recommended repeal of SGR in
2001. We recommended repeal at that point because we thought
that the system would be ineffective in achieving the goal of en-
couraging efficient use of limited resources but also be inequitable
to physicians inasmuch as any penalties apply equally to all physi-
cians without regard to their individual performance.

To those two original concerns, we have now added a third, and
that is that continuation of SGR poses an increasing risk to access
to care for Medicare beneficiaries. Although we have not yet seen
a significant erosion in access at the national level, we have all
heard about problems with access to care for Medicare beneficiaries
in particular markets and especially for primary care services.

MedPAC’s fear is that those problems could spread rapidly if
SGR is continued. We have a tight balance between supply and de-
mand for services in many markets, again, in particular for pri-
mary care services, and growing physician frustration and anger
about SGR means that even small numbers of physicians electing
to reduce their participation in Medicare could have significant ef-
fects on access to care for Medicare beneficiaries. Now, to be clear,
I am not predicting a national crisis at this point but we certainly
cannot rule it out either.

We have an especially good opportunity, I think, now to address
the SGR issue. As you well know, CBO has recently significantly
reduced the budget score attached to repeal of SGR. In effect, SGR
appeal is now on sale but the sale may not last forever. If experi-
ence is any guide, projections of this sort vary over time. I have
been doing this for quite a while now, and I have gone through
multiple cycles where we had low periods of growth followed by ac-
celeration and rapid periods of growth, then low periods and then
rapid periods again. Right now, we are in a low period of growth
in utilization of services and hence the low score for repeal. I think
it is important to seize this opportunity.

Repealing SGR alone is not enough, however. MedPAC rec-
ommends that the repeal legislation pursue two other goals. First
is to balance payments within the physician payment system with
particular focus on increasing payments for cognitive services rel-
ative to procedures and tests with a particular emphasis on im-
proving payment for primary care services, and the second objec-
tive that we recommend is to encourage migration away from fee-
for-service to new payment models for Medicare.

The criticism of fee-for-service that one most often hears is that
fee-for-service has the incentive to increase volume without regard
to outcomes for patients. That is true. But from our perspective,
equally important is that fee-for-service enables, if not encourages,
a fragmentation of care delivery, and through its siloed nature ac-
tually impedes the free flow of resources to where clinicians think
they can do the best for patients. We believe that a better approach
is a payment system that decentralizes decisions about what is ap-



10

propriate care in exchange for accountability by clinician and pro-
vider organizations for outcome and total cost.

Last point: Moving to these new payment models will take time.
These are complicated changes to make, both on the payment side
and on the care delivery side. They should take time. For us, that
is a reason to begin now and not to delay any further. If we delay
longer, it means that we will be well into the bulge of Baby
Boomers retiring in the Medicare program and the financial pres-
sures will be heightened, and we believe as a result the risk to both
physicians and patients will be greater.

With that, Mr. Chairman, I am happy to take your questions.

[The prepared statement of Mr. Hackbarth follows:]
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Chairman Upton, Ranking Member Waxman, Subcommittee Chairman Pitts, Subcommittee
Ranking Member Pallone, distinguished Committee members. I am Glenn Hackbarth, chairman of
the Medicare Payment Advisory Commission (MedPAC). I appreciate the opportunity to be here
with you this morning to discuss MedPAC’s approach to moving forward from the sustainable

growth rate (SGR) system.

The Medicare Payment Advisory Commission is a Congressional support agency that provides
independent, nonpartisan policy and technical advice to the Congress on issues affecting the
Medicare program. The Commission’s goal is to achieve a Medicare program that assures
beneficiary access to high-quality care, pays health care providers and plans fairly, rewards

efficiency and quality, and spends tax dollars responsibly.

Each year, MedPAC conducts an analysis of payment adequacy for physician and other health
professional services. This analysis covers a range of issues—access to care, quality, and
changes in volume and intensity of Medicare-covered services. MedPAC has also considered
other approaches to improving the Medicare program, including delivery system reforms (such
as accountable care organizations) and the role that physicians and other health professionals
would play in those reforms. However, given the focus of this hearing, this testimony focuses

solely on the Commission’s recent work regarding the SGR system.

Background

Physicians and other health professionals deliver a wide range of services to Medicare
beneficiaries, including office visits, surgical procedures, and diagnostic and therapeutic services
in a variety of settings. In 2011, the Medicare program paid $68 billion for physician and other

health professional services, 12 percent of total Medicare spending.

Medicare pays physicians and other health professionals (such as nurse practitioners or
therapists) using a fee schedule that includes payment rates for over 7,000 separate billing codes.
Weights for work, practice expense and malpractice insurance are set for each code and are
designed to reflect the resources needed on average to provide the service. The sum of the

weights is multiplied by a dollar amount called the conversion factor, which produces the total
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ayment amount for each service. So on net, Medicare’s payments for physician services are a
Y’ s ! Y

function of the number of services the physician orders and the rate for each of those services.

The old system of Medicare physician payment was similar to that used by private insurers. It
was based on a percentage (e.g., 75 percent) of prevailing charges in a market and proved to be
highly inflationary.! Providers learned that by raising charges, they could increase their payments
from private insurers and Medicare. Moreover, it resulted in distortions among services and
specialties (i.e., primary care vs. procedural based specialties) because certain specialties were
more able to raise charges than others,” The Medicare physician fee schedule (PFS) was
developed by a Harvard physician in consultation with panels of practicing physiciams,3 Upon
implementation in 1992 it was intended to rationalize payments across services based on the time
a service took to provide and the level of intensity it required, and it was also intended to narrow
the differences between primary care/cognitive services and procedural services.” However, an
additional concern was the volume of physician services. As noted above, physicians are able to
order more or fewer services, and Medicare has gone through periods of high volume

growth.” When the PFS was implemented there were concerns that physicians would respond to
fee adjustments by generating more service volume. This led to volume-control policies, such as

the SGR, being tied to physician payment.

Under current law, the conversion factor is governed by the SGR formula, which creates a limit
on aggregate growth in payments to physicians and other health professionals by reducing the

conversion factor if the SGR targets are exceeded. The SGR formula allows for growth in input
prices, enroliment, and changes in law and regulation. The SGR formula also allows for volume

growth equal to the rate of growth in per capita gross domestic product (GDP). As a result, the

! Holahan, John, and Lynn M. Etheridge, eds. 1986. Medicare physician payme